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SENATE FINANCE COMMITTEE REHURT MAY j 9 2003
DATE: 5/17/03 FURTHER: l t
X
DATE TURNED n

INTO OFFICE: B F | 8

Finance Committee considered CS FOR HOUSE BILL NO. 267(FIN)

HB 267 AK RAILROAD BONDS FOR NAT.GAS TRANSPORT

"An Act authorizing the Alaska Railroad Corporation to provide financing for the acquisition, construction,
improvement, maintenance, equipping, and operation of a natural gas pipeline and related facilities for the
transportation of natural gas recovered from the Nort.i Slope of this state; authorizing the Alaska Railroad
Corporation to issue bonds to finance those facilities; and providing for an effective date."

and recommends: Senate Bill:
[ ]same title
be replaced with CS ) [ Inewtitle
House Bill:
adopt previous _ CSs ) [ ]same title
[ jtechnical title
attached amendment(s) [ ] new: SCR #_
adopt Letter of Intent by Committee
[ further referral to Committee
NEW FISCAL NOTE(S): PREVIOUS FISCAL NOTE(S):
Department Date Fiscal Zero FN# Department Date Fiscal Zero FN#
CCED 1 *\

[ 1] APPROPRIATION - no fiscal note
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FISCAL NOTE

STATE OF ALASKA Fiscal Note Number: 1

2003 LEGISLATIVE SESSION Bill Version: HB 267
(H) Publish Date: 4/25/03

Revision Date/Time (Note if correction): Dept. Affected: DCED
Title Ak Railroad Bonds For Nat.Gas Transport '‘BRU
Component Alaska Railroad Corporation

Sponsor Representative Kohring
Requester House Oil & Gas Component No.

Expenditures/Revenues (Thousands of Dollars)
Note: Amounts do not include inflation unless otherwise noted below.
OPERATING EXPENDITURES FY 2004 FY 2005 FY 2006 FY 2007 FY 2008 FY 2009
Personal Services
Travel
Contractual 163,000.0
Supplies
Equipment
Land & Structures
Grants & Claims
Miscellaneous
TOTAL OPERATING 0.0 0.0 163,000.0 0.0 0.0 0.0

CAPITAL EXPENDITURES

CHANGE IN REVENUES ( H Z

1002 Federal Receipts
1003 GF Match
1004 GF
1005 GF/Program Receipts
1037 GF/Mental Health
Bond Proceeds 163,000.0
TOTAL 0.0 0.0 163,000.0 0.0 0.0 0.0

Estimate of any current year (FY2003) cost: 0.0
Check this box (X) If funding for this bill Is included in the Governor's FY 2004 budget proposal:

POSITIONS
Full-time
Part-time
Temporary

ANALYSIS: (Attach a separata paqo if necossary)

Please see analysis continuation.

Prepared by: Wendy Lindskoog, Director of External Affairs Phone 265-2516

Division Alaska Railroad Corporation Dute/Timo 4/23/03 2:51 PM
Approved by: Edgar Blatchford, Commissioner Date 4/23/2003

Agency Department of Community & Economic Development

(N«vit<d IW002 OMB) Page 1o0f2

Cz ;ttee copy



FISCAL NOTE #1

STATE OF ALASKA BILL NO. HB 267
2003 LEGISLATIVE SESSION

ANALYSIS CONTINUATION

The hill authorizes the issuance of up to $17 hillion in revenue bonds by the Alaska Railroad Corporation
(ARRC) to pay for 70% of the construction of a natural gas pipeline: Based upon current estimates,
ARRC could issue $14,265,000,000 in bends as early as state Fiscal Year 2006. ARRC will act as a
conduit for the issuance of these bonds to allow the debt to be issued as tax exempt. Through modeling,
the tax exemption has been shown to reduce the cost of financing the project by over one billion dollars.
The Bonds would be solely secured by revenues generated by the pipeline. The Alaska Railroad will bear
no liability and have no responsibility for repayment of the bonds.

The projected costs of issuing the bonds detailed here will be paid with bond proceeds at closing.
Anticipated professional services include those related to financial advisors, attorney's fees (bond counsel,
undenwriter's counsel, tax counsel, negotiating with producers), rating agencies, underwriters, printing,
travel, public notices, and the feasibility consultant. ARRC will front certain minor necessary reimbursable
costs from corporation revenues.

For purposes of this fiscal note, it is assumed that bonds with a face value of $14,265 hillion will be issued
in FY 2006. The bonds are expected to be issued with a 25 year term and for modeling purposes carry an
interest rate of 6.5%. As the project will not generate revenue while under construction, the first two years
of interest payments will be made with bond proceeds. Following construction, annual debt service will
begin at approximately $1.3 hillion, growing to $1.4 hillion in year 6 and then gradually lowering to $800
million in the final year. However, ultimately, issuance amounts, dates, term, interest rate, and other
significant variables will be dependent upon the financing structure determined by market conditions at the
time of sale of the bonds.

Page 2 of 2



ALA XA STATE LEGISLA7 JRE

Interim: Sessicit:
600 East Railroad Avenue State Capitol Building
W&silla, Alaska 99654 Juneau, Alaska 99S01-118?
(907)373-1842 (907) 465-2186
Fax (907) 3734729 Fax (907) 465-3318
REPRESENTATIVE VIC KOHRING
DISTRICT 14
SPONSOR STATEMENT
HB 267

RAILROAD BONDS FOR NATURAL GAS TRANSPORT

This legislation would be a significant step toward the construction of a natural gas
pipeline to commercialize North Slope gas reserves.

HB 267 authorizes the Alaska Railroad Corporation to issue bonds for the pipeline
project, leveraging the ability of the corporation to issue tax-exempt bonds for industrial
development. This financing plan can push pipeline construction that much closer to
reality, resulting injobs for Alaskans and revenue to the state while delivering natural gas
to a waiting public and market.

The Alaska Railroad’s ability to issue tax-exempt bonds to finance industrial
development was approved in 1983 by the U.S. Congress with the transfer of the Alaska
Railroad from federal to state ownership. Congress reaffirmed Alaska Railroad’s
authority to issue tax-exempt bonds in the Tax Reform Act in 1986.

Estimates prepared by Goldman Sachs and the Department of Revenue suggest the
financing plan presented in this bill will increase the economic viability of the natural gas
line construction project by saving the facility owners more than $1 billion over the life
of the project.

The bill allows Alaska Railroad to provide financing for the acquisition, construction,
improvement, maintenance, equipping and operation of facilities for the transportation of
natural gas resources within and outside the state. It specifically authorizes Alaska
Railroad to negotiate issue up to SI 7 billion in bonds for construction of a natural gas
pipeline.

E-Mail: Representative_Vic_Kohr'ng@Icgis.state.ak us * Toll Free During StisionYear Round. (800) 468-2186


mailto:ng@lcgis.state.ak

While Alaska Railroad would issue the bonds, neither Alaska Railroad nor the State
would be liable for the debt. The bill requires that prior to issuing bonds, Alaska Railroad
must determine that any contract or lease is sufficient to pay back the bonds as scheduled,
maintain reserves for the payments, and pay all costs necessary to secure the bonds.

The railroad is a vital link in Alaska’s economy. Many towns have sprouted up because
of the role of Alaska Railroad, which supported construction of the Alaska Highway
during World War 1l and the subsequent military buildup in our state. It also helped in
building the Trans-Alaska Pipeline System; and along its more than 600 miles of track, it
carries seven million tons of freight and a half-million passengers each year. Alaska
Railroad also provides jobs for 700 Alaskans.



LEGAL SERVICES

DIVISION OF LEGAL AND RESEARCH SERVICES
LEGISLATIVE AFFAIRS AGENCY

(907) 465-3867 or 465-2450 STATE OF ALASKA State Capitol
FAX (907) 465-2029 Juneau, Alaska 99801-1182
Mail Stop 3101 Deliveries to: 129 6th'St., Rm. 329
MEMORANDUM May 6, 2003
SUBJECT: Sectional summary - HB 267
TO: Representative Vic Kohring
Attn: Ben Grenn
FROM: Tamara Brandt Cook
Director

Sec. 1. Findings, intent and purpose dealing with the power of the Alaska Railroad
Corporation to provide financing for transportation for natural gas resources.

Sec. 2. Adds a power of the Alaska Railroad Corporation to provide financing for the
acquisition, construction, improvement, maintenance, equipping, and operation of
facilities for the transportation of natural gas without regard to whether the facilities are
or will be owned by the corporation or located on land owned by the corporation.

Sec. 3. Requires the Alaska Railroad Corporation to enter into an agreement with certain
terms to protect its bonds if the corporation issues bonds to provide financing for a
facility to be owned in whole or part by an entity other than the corporation.

Sec. 4. States that bonds of the corporation issued to finance natural gas transportation
facilities are issued by an instrumentality of the state for a public purpose.

Sec. 5. The legislature authorizes the corporation to issue bonds in an amount not to
exceed Sl 7,000,000,000 to finance the construction of a natural gas pipeline and facilities
for the transportation of natural gas recovered from the North Slope.

Sec. 6. Immediate effective date.

TBC:med
03-492.med
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Alaska G as Pipeline Financing

A lternatives

N atural G as Pipeline Policy Council

February 7, 2002
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Similar Alaska D evelopmentProjects Benefited From Tax-exempt

Financing

m Valdez— Producers took advantage of tax exemption for "dock and wharflrelated
assets which support TAP oil exports. Bonds issued by City of Valdez. Proceeds

loaned to producers.

m Fort Knox— AIDEA tax-exempt financed solid waste disposal facility at Fort Knox
Gold Mine.

Snettisham— Tax-exempt financing of Snettisham Dam by AIDEA, used by AEL&P.
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Tax-exemptFinancing for Alaska Gas Pipeline

m Alaska railroad statute permits tax-exempt bonds to be issued by the Railroad, and
such bonds would not be "private activity bonds” requiring volume cap or being

subject to AMT, despite the private use of the pipeline.

"Obligations issued by such entity shall be deemed to be obligations of the
State...[means tax-exempt]...but not obligations within the meaning of section

103(b)(2) [means not private activity bonds]"’

m The actual ownership of the assets may still be in the hands of private parties

allowing them to use depreciation benefits.

m The creditwould be "ship-or-pay” contracts, not the Railroad's or the State’'s

general credit or assets.
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Ship-or-Pay contracts are the key credititem .

Example from Alliance Pipeling;

“All ofthe 1.325 b.c.f.d. of firm transportation capacity ofthe

System has been contracted by the shippers

e Contracts require payment regardless of pipeling use

« 129%0f shippers have investment grade rating

® 149/were not Investment grade, but accepted by lenders
o 126%were required to post letters of credt

e Contracts were 15years In length
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Alliance Pipeline Structure
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Schematic of Alaska G as Pipeline Financing Arrangement

* Shippers would likely include users other [han producers.

10
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Present Value Analysis ofFinancing Alternatives—
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Present Value Analysis of Financing Alternatives— Tax-ExemptDebt
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Present Value Analysis ofFinancing Alternatives

Taxable vs. Tax-Exemp
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Taxable vs.
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Taxable vs.

Savings From U sing the Tax-ExemptStructure
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Tax-ExemptPrivate Ownership Annual Present Value
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Taxable vs. Tax-ExemptPrivate
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Taxable vs. Tax-Exempt— After-Tax Private Ownership Savings per
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A ssum ptions

Financjng Assum ptions

*

m Dated/Delivered: 1/1/02 ...; ;!
m  Principal/Interest: Januairy/Ju '
m  30% Equity Contribution;
m; 41% Corporate. Federa.l/State.Tax Rate
o ly 'K ..
m  Multi Tranche.Financing Over Construction

* 4-Year Level Construction Draw .Schedule

N:\Aclive\A\AK\Slaln\Alaaka Gas Plpellne\Pre.sent 022\P-02G302.ppl

Project Assumptions

Tptal Project Cost: $17 billion. ). ¢
1 % 4 o I e o\/ o *

*-  4-Year Construction Schedule »

I, m ;Vi:46 Billion TCF/Yr (4 BCF/D<?y)jhto *
; m;pipeline * o' X .

TTOPo line loss ... »
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Key Assum ptions
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[ |

8.5% taxable cost of debt

«e® * %
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. (weighted average cost of

oapital) for producers

t *

I Tax rate of 41%

.. Size Q¥ $16 billion debt

* H*

* Pending
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7‘ ’. .* .* .‘w ." 7|..V' ’.‘ [ ] 4.. |

. o t. S =

100 bps aboi/Ze typioal injured municipal revenue bonds
’ (today (allowing for size premium); V : e '
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BILL W IL LAlTIAV:\E/l s fIOUSC Jflmrm quTnnXC JOHN HARRIS
Co-Chair Co-Chair
(907) 4653424 (9071 -1654859
Fax: (907) 465-3793 Fax: 007) 463-3799
INTERIM AOORE3S

INTERIM ADDRESS
Slate Cat >id. Room 507
Juneau. AK 393011182

SOFom Street. Suite 203
Kelcntkan, Alaska 99901
(907) 247-4627

Fax (907) 22511571 State Capitol, Juneau, Alaska 99801-1182

January 21,2003

John Urbina, Executive Vice President & Manager
Alaska and Northwest Public Finance
George K. Baum & Company
731 N Street
*' ' 99501

| am aware of your expertise based on your involvement with financing of various Valdez projects, including
the Aiyestca marine terminal for the Trans Alaska oil pipeline and the current proposal for the hospital. Based
on your firm's experience in public financing in Alaska over the past twenty-eight years, | am writing to
request your assistance in evaluating economic data concerning the proposed gas pipeline from Alaska’s North
Slope to Valdez.

As you know, Alaskan voters overwhelmingly created the Alaska Natural G i Development Authority during
the last general election. The approval of funding for the Authority must occur as part of the budget
deliberations by the House Finance Committee. As Co-Chairman of the Committee, | anticipate there will be
guestions whether the project is sufficiently economic to warrant being pursued by the State of Alaska.

In responding to arequest from me, Yukon Pacific Corporation has recently supplied the most current project
description and economic data for a gasline to Valdez. | have enclosed this as an attachment to this letter.

| would appreciate it if you would analyze the financing and bonding implications of this data from both a
private and public financing point of view. You may contact Yukon Pacific Corporation for any clarifications
on their model if it is necessary.

It would be interesting to know your opinion on debt service coverage required to sell the bonds for this
project, potential returns to the Authority and the Stale of Alaska from owning the project, rates of return on
the pipeline, and whether or not you believe the bonds for this project could be sold if Yukon Pacific’s project
assumptions hold true.
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GeorgeK Baum &Company

Investment Barkers Since 1928

January 30,2003

.Representative John.Hams
Co-Chair "House Finance Commiiree
Alaska. Stale Legislature

Stale Capitol

Juneau, AX 99801

Dear Representative Harris:

George K. Daum & Company Is pleased to respond to your request to analyze economic data for a gasline
to Valdes. Inour analysis wc have utilized information supplied to you by Yu™.onPacific Corporation.

Yukon TadOc Corporation Information

Your office has furnished us with Yukon Pacific Corporation.<aiail on projected revenue breakdown and
expenditures including, capital outlays, expenses for gasLinej rnduco, gas purchase expenses and other
costs.

Yukon Pacific Corporation detail was supplied for two eases:

1) Base Casu, which revenues include:

LNG sold to North America & Asia

LPG sold to Asia

Ethane sold to Valdes:

Natural gas sold to TAPS

Natural gas sold to Alaska residents

Total Operating income over 39 years S103.6 billion

\Y

QD

Q

2) Lean Caw, which revalues include:

LNG mid to North America SC Asia
a LPG sold to Aria

a Natural Gas sold to Alaska Residents
a

Total Operating income over 39 yean S103.8 billion

We make N0 satontcac as to the accuracy or validity of information supplied to us by your office or by the
Yukon Pacific Corporation. Material supplied to us is attached as Exhibit A.

Analysis

Our analysis, in accordance with your request, entailed the examination ofeach Yukon Pacific Corporation
scenario “base enso™ and “lean gas case' Car three different financing options. The financing options
analyzed were 70% tax-exempt debtand 30 % equity; 70 % taxable debt and 30% equity, and, 100% tax-
exemptdebt

For each case we computed dele service coverage, potential revenue* to the Authority and State ofAlaska,
and an Internal rate of return for the gaslino project where appropriate. Detail un our financial model* is

allacL.das Exhibit B.

Our results aro summarized in the attached Chart A.

ra ShAm e SiaAtl «Setie VWE1G-CQa

Fhon* 7£6-«&Z-89]
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ViabDily of Project

‘fhe cornerstone of oar analysis is the projected revenue derived from throughput “take-or-pay*’ acd/cr
“ship-ar-pay" contracts with end users. Iris imperative that the contracts be ia place for raring and bend
marketing purposes. In addition, it is important to nolo, that our analysis assumes that tax-exemptdebt for
all or a portion ofthe gasliue project can be issued through the Alaska Railroad Corporation (ARRC).
T-ocal bond counsel has opined Gworably on the ARRC issue. Jfthe ARRC option is nor available only
25% 1030% ofthe project can be financed tax-exemptand a portion ifnot ail of the Lax-exempt debt would
be subject to "privaco activity” bond cap allocation by the State Bond Committee. Furthermore, the tax-
exemptportion of debt Snaaccd outside of the ARRC option would be limited to those purposes permitted
by current tax law.

Based on rhc information and market assumptions supplied to us by Yukon Pacific Corporation for our |
analysis we believe the project can be financed in. the bond marketif the ARRC vehicle is available. We 1
believe the becrt option wouM be to have some equity contribution liom private sponsors. A State owned
facility would c.nai! some producliua and market risk the State of Alaska may not want to assume. Also,

thcro are issues such as unrelated business income tax that the State may be subject to unless all revenues
were utilized for public purposes!

-According to projections provided by Y?C and our analysis we ate showing, depending on model
as.sumprions, annual revenues to the Slate ofbetween 3350 milJioivto S1.0 billion. This or .scores the
impurtrncc of this project to tho Stale.

We hope this information is of Interest and help to you. W e arc available toe further consulration to you
ar.d your staffand assistance with any presentation before House Finance Committee meetings and/or
hearings. Should you require any additional material or clarification on our analysis please letus know.
Any questions regarding detail on “base case” or “lean gas case' assumptions should be directed to Yukon
Pacific Corporation. ;

Sincerely,

Exhibit A
Exhibit R
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REPRESENTATIVE JOHN HARRIS

District 35 evata&o. Corao-a. ir-ar. Cierwaiian. Com Junction. Tains*. Korn* Lake. Pa*sc« Gaiona Cnunagi =3

December 24, 2002

Ward Whitmore

Director of Project Development
Yukon Pacific Corporation

1400 West Benson, Suite 501
Anchorage, AK 99503

Dear Mr. Whitmore:

At the November election, the voters of Alaska overwhelmingly adopted
Proposition 3, which establishes an Alaska Gasline Authority. As the incoming
co-chairman of the House Finance Committee, | will be overseeing tint
committee’s deliberations on a budget for the authority.

| would appreciate die opportunity to meet with you to receive any information
you may be willing to share with legislators concerning potential project
conSgurations, project economics, including construction costs, potential markets
and revenue*., and any other information you believe would help us in our
deliberation...

I am also concerned about public statements made recently by others that infer that
Yukon Pacific is expecting to be paid up front for your permits, even before we
know whether the project will move forward. | would appreciate a letter from you
explaining your outlook on negotiations concerning the use of your permits for
this project.

As you know, this project is very important to my district, as well as the rest of the
state, and | want to do all I car. to give the issue fair consideration.

Cc:  Governor Frank Murkowski

Co-Cnair Csmmun.ty ar . nog.cnai AMaira CommoDe. S'omoor R.iauic** Udoi one Cc.T,morca. Cil irfl Gaz. Fisnenos ana Ragui3t.cn R&viu
Session: Si«j» Caatoi. Junaau. Alaska 99801-* i£2 « Pnono: (907) 465-4359 Pav (9C7) 465-3759
mrarm PO Ssi il-»£. vairai, Alaska 99636 * Pncna (907) 335-3836 Fair (907) 335-3732
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CORPORATION
TPpAIS-imSnA GASSYificu

January 2, 2003

Representative John Harris
Alaska Scale Legislature

PO Boa 1245

Valdez, Alaska 99686

Dear Representative Harris:

Thank you for your letter dared December 24, 2002. \We obviously share your view
regarding the importance cf a LNG project to the state and to Valdez.

You expressed concern about public statements made by others than infer that Yukon
Pacific Corporation (YPC) is expecting upfront payment for its permits. You also
requested that we explain our outlook on negouaoons concerning use of our permits.

YPC is a subsidiary of CSX Corporation. Neither YPC nor CSX has authorized any
person(s) to speak on behalf of either corporation regarding YPC's permits or other
aspects of me Trans-Alaska Gas System (TAGS). As your letter has just done, please
contact us directly to determine our pasition on any matter.

The stffat YPC will be happy to meet with you to address questions and particulars
regarding the content of YPC's permits and technical aspects of TAGS. CS.' w!i
conduct any negotiations regarding access to YPC’s permits and other asset- | can,
however, address CSX’s general approach regarding negotiations for YPC’s permits.

CSX is flexible regarding the terms used to value YPC's assets. CSX's general view is
that the value of the permits is tied to the success of the project. CSX is nat expecting an
upfront buyout of YPC’s permits

1400 WEST BENSON BLVD., SUITE 525 « ANCHORAGE, ALASKA 99503 =« (907) 265-3100 « FAX (507) 265-3180
Viiirnn Cfimnrailnn is | Hisin**?s lInn nl CSX C.nmorahnn



Representative John rLrris
January 2, 2003

Page 2 of 2

YPC continues to work on trie TAGS project and we are excited regarding the prospects
for a LNG project to Valdez There is an enormous amount of work ahead. YPC will
work with any qualified sponsor wanting to advance a LNG project in a meaningful wav,
and will be responsive to requests from such a sponsor. e look forward to working
with the State of Alaska regarding the projecr.

Regards,

Ward Whitmore
Director of Project Development

Cc: Andrew Fogarty (CSX)



Y ukon P acific Corporation

Trans-Alaska G as System

Introduction

Yukon Pacific Corporation (YPC) is the sponsor of and holds major permits for the Trans-Alaska Gas
System (TAGS). TAGS is a project that would transport Alaska's North Slope natural gas by pipeline to
Valdez, Alaska, where the gas components would be separated into various products for sale to markets
within Alaska, along the west coast of North America and in Asia.

TAGS wes originally envisioned as a project to produce and sell LNG (liquefied natural gas) exclusively
to Asian markets. A potentially large LNG market is developing along the west coast of North America.
A recent publication of the American Gas Association identifies a LNG project from South Alaska as a
principle option for moving North Alaska gas to markets in North America or North Asia.

A number of LNG receiving terminals are being proposed for the Baja Peninsula of Mexico and
California to serve the natural gas and electrical power markets in the western United States. It is YPC’s
understanding that the LNG supply to these receiving terminals has not yet been secured. The
opportunity exists for TAGS to be a major supplier of LNG to these facilities and/or other terminals
located along the U.S. West Coast and possibly British Columbia

Economies of scale required for the TAGS project may be achieved if T \GS can secure a significant
portion of the LNG market along the west coast of North America. ATAGS project delivering natural
gas to the loweMS would benefit Alaska and the United States overall because this would reduce the
dependency of the United States on foreign euergy, any potential aid from state or U.S. federal
governments would be applied to a project within the United States, and the United States would benefit
economically from the construction and operation ofa domestic project.

The Prudhoe Bay field is the largest reserve of natural gas on Alaska’s North Slope. The Prudhoe Bay
field will be over 30 years old by the start of TAGS. Hydrocarbons, specifically propane, currently used
for enhanced oil recovery operations at Prudhoe Bay may be available for sale via TAGS as LPG
(liquefied propane gas) to markets around the Pacific Rim The sale of large quantities of propane via
TAGS represents a potentially valuable market that could enhance the economic viability of TAGS.

YPC is investigating configurations of TAGS that accommodate both the emerging LNG market to the
west coast of North America and the potential availability of large amounts of propane from Prudhoe

Bay. YPC is considering two general configurations: one based upon various value added options such as
supplying feedstock to an Alaskan petrochemical industry, and a second option based on LNG and LPG
sales without value added options. Economic analyses show that this new configuration of TAGS may be
economically viable with, or without the value added options.

YPC is presenting the results of our economic analyses with the goal of engaging other parties interested
in commercializing natural gas from Alaska’s North Slope.

In 1937, CSX Corporation acquired a direct majority interest in YPC and now holds approximately 83
percent of its shares. The remaining interest is held primarily by a charitable trust established by former
Alaska Gov. Walter Hickel, one of the co-founders of YPC.




The project development activity at YPC includes field programs to gather data along the pipeline route
from the North Slope of Alaska to Valdez. YPC continues to develop in-house analytical software for
evaluation of pipeline designs and a geographical information system containing technical information for
TAGS.

Project Economics

YPC is evaluating two stand-alone configurations of TAGS: a Base Case and a Lean Gas Case. In both
cases, economic analyses have shown that the potential benefits are significant and warrant further
consideration by entities interested in commercializing North Slope natural gas. Analyses show that the
TAGS project economics are enhanced by, but not dependent upon the value added options available to
the project.

Both the Base and the Lean Gas cases include the costs for a gas conditioning plant on the North Slope, a
pipeline with compressor stations to deliver the gas to Valdez, a facility to separate the hydrocarbon
components at Valdez, and a liquefaction plant with marine terminal at Valdez. The capital costs also
include a fleet of LNG and LPG tankers, plus a LNG receiving facility on the west coast of North
Anerica.

In bath cases, the average flow of natural gas entering the TAGS pipeline on the North Slope, including
fuel, is estimated at 2.2 bscfd (billion standard cubic feet per day). YPC has selected a 36-inch diameter
pipeline, with relatively small sized gas compressors located periodically along the route, to
accommodate the 2.2 bscfd flow. The capacity of the 36-inch pipeline can be increased to 3 bscfd by the
addition of gas compression.

YPC’s economic model generates economic parameters from the perspective of the gas producers
assuming that they own the project, and also froma prospective assuming that a group of investors would
own the project and buy the gas from the gas producers. Both perspective*- are based upon generation of
after tax cash flows that are used to determine arate of return on equity for the project. The model
calculates a separate cash flow for the value of the gas purchased from the gas producers after
consideration of royalty, severance taxes, state taxes and federal taxes. Economics for the overall project
including gas purchase revenue are based upon the sum of the cash flows for the project and die ges
purchase value.

YPC has completed economic analyses for the stand-alone projects according to a methodology used by
the Alaska Legislature Joint Committee on Natural Gas Pipelines. This methodology enmploys adjustment
of the gas purchase price until the return on equity for the downstream infrastructure equals 12 percent.
Per this methodology, the 12 percent value reflects the value that would be allowed by the U.S. Federal
Energy Regulatory Commission (FERC) for a typical pipeline project.

Tire project economics are calculated for two scenarios. The first scenario is based upon die assumption
that the North Slope gas producers would own and operate the entire project. The economics for this
scenario include the value of the natural gas on the North Slope. The second scenario is based upon the
assumption that the North Slope gas producers would not participate in the project and that other
investors would build the project and purchase the gas from the gas producers. This second scenario
reflects the project for which the Joint Committee on Natural Gas Pipelines has assumed FERC would
allow a 12 percent return on equity.



According to this methodology, the economics for the new stand-alone configurations of TAGS are:

Base Lean Gas
Economic summary
Owerall project including gas purchase revenue
Return on equity (%) 175 166
Return on investment (%) 12.6 121
Gas purchase price
Thermal basis - per million btu (S/mmbtu) 094 oA
Volume basis - per 1000 standard cubic feet (S/msct)  1.15 0%
Percent of gross project revenues 32 28
Project excluding gas purchase revenue
Return on equity (%, typical FERC) 120 120
Project volume
LNG (MTA - million metric tons per annum) 125 135
Propane (1000 bpd - barrels per day) 100 76
Ethane to petrochemical feed (1000 bpd) 47 none
NGL blended into TAPS (1000 bpd) 17 none

Hydrocarbons are desired for their energy content and thus gas purchar: and sale contracts are ultimately
based on a thermal, or btu, basis. Recent discussions of Alaskan gas projects have referred to gas prices
on avolumetric, or mscfr basis. The above table expresses gas purchase prices on both a thermal and
volumetric basis determined according to the hydrocarbon content of the conditioned natural gas at the
inlet ofthe pipeline.

The results of the economic models are, of course, dependent on the assumptions used for the various
economic parameters and prices. YPC believes that its capital cost assumi dons are generally
conservative. YPC estimates the capital costs, expressed in year 2000 dollars, for the Base Case to be:

Shillion
Gas conditioning plant 21
Pipeline with compressor stations 4.0
LNG plant and marine terminal 39
12 LNG tankers 21
4 LPG tankers 05
| bscfd LNG receiving terminal on the 04
west coast of North America
TOTAL 130

The capital costs for the gas conditioning plant are based upon those published by the PBU for their
proposed LNG project from South-central Alaska The capital costs for the pipeline, compressor stations
and liquefaction plant with marine terminal were prepared for YPC by Willbros Inc., Michael Baker, Jr.
Inc., and Kellogg Brown & Roat.



The following product prices, expressed in year 2002 dollars, were used in the economic analyses of the
Base and Lean Gas cases:

S/mmbtu
Natural gas delivered within Alaska 2.50
LNG delivered to North America 3.25
LING delivered to Asia 3.50
Propane delivered to Asiaas LPG 4.38
Ethane to petrochemical feed 2.00
Natural gas liquids to TAPS 3.00*

' Equivalent to SI3.87/barrel

The above prices are considered as representative of the various markets. The actual prices and market
quantities required to support the project will be determined through negotiations among the various
stakeholders in the project.

The price assumed for natural gas delivered within .Alaska is at or below gas prices reported for recent gas
contracts for in-state utility grade gas. The price for LNG to North America is within the range of price
estimates offered by the Alaska Department of Revenue for LNG delivered to this market. LNG and LPG
prices to Asia, and ethane delivered for petrochemical feedstock are based upon historical trends. The
price of natural gas liquids to TAPS is an estimate reflecting the value after transport to Valdez, but prior
to loading onto the oil tankers.

The project economics Were based upon the following general economic assumptions:

Debt to equity ratio 70/30

Interest during construction and for debt financing 8%

Debt service duration 15 years

Yearly inflation for nominal dollars 25%
TAGS project size

Various projects have been proposed to commercialize North Slope natural gas by construction of large
capacity pipelines from Alaska through Canada to the Lower-48. Some of these proposals include an
option to install a secondary, or spur, pipeline to an LNG facility ai tidewater in South-central Alaska
The TAGS project can be configured as a spur project from a Canadian pipeline and YPC does not
dismiss this as a possibility. The configuration discussed in this document, however, consists ofa stand-
alone project that does not rely upon the installation of a pipeline through Canada.

PBU (Prudhoe Bay Unit) member companies recently presented information for a pipeline project
through Canada to Chicago with an initial volume of 4.5 bscfd expandable to 5.6 bscfd. YPC offers \o
comment on this proposal other than to adopt it as the PBU gas pipeline project.

PBU member companies presented information to the Alaska Legislature th 2001 regarding a LNG
project from tidewater in South-central Alaska to Asia. The PBU referred to this 7-8 MTA project as the
“market entry project” and provided capital costs for this configuration. Again, YPC offers no comment
on this proposal other than to adopt it as the PBU LNG oroject.



YPC's new configuration of TAGS is based upon a volume of 2.2 bscfd of conditioned gas entering the
pipeline on the North Slope of Alaska. The preferred scenario, or Base Case, for TAGS is based upon
delivery of 7.6 MTA of LNG (1 bscfd natural gas equivalent) to the west coast ofNorth .Americaand 5.0
MTA of LNG (0.66 bscfd) to Asia. The remainder of the pipeline gas consists of propane for ultimate
sale as LPG, ethane for extraction and sale to a petrochemical plant, natural gas for sale within Alaska,
natural gas liquids for extraction and sale to the Trans-Alaska Pipeline System, and project fuel.

TAGS is based upon delivery of approximately CLe fifth the amount of natural gas to the Lower-48
market proposed for the PBU gas pipeline project The difference is that this smaller volume ofgas is
targeted to the U.S. west coast instead of the U.S. mid-west. Although small relative to the PBU gas
pipeline project, delivery of 1bscfd of natural gas (7.6 MTA of LNG) to the US west coast represents a
large LNG project.

The TAGS Base Case is based upon delivery of approximately 60% of the volume of LNG specified by
the PBU as the “market entry” project from Alaska to Asia.

The new configuration of TAGS targets market volumes to the Lower-48 and Asia that are less than those
specified by the pipeline and LNG projects recently evaluated by the North Slope gas producers to serve
these respective markets. The new configuration of T AGS differs from these projects in that both
markets will be served simultaneously thereby providing a collective volume large enough to achieve the
economies of scale necessary to support the overall project.

Propane sale via TAGS

The existing production facilities at Prudhoe Bay concentrate propane and atheT hydrocarbons from
approximately 85 bscfd of natural gas produced from the field into a single stream of approximately 0.45
bscfd. This stream is reinjected back into the reservoir as part of the enhanced oil recovery (EOR) project
at Prudhoe Bay. The new configurations of TAGS are based upon extraction of propane contained in this
streamwith subsequent sale of the propane as LPG to Asia.

The PBU has projected that the enhanced oil recovery project may be completed by around the year 2010
which is the earliest date now projected for the start-up of TAGS. YPC has assumed that the life ofthe
enhanced oil project may extend past 2010 and has configured TAGS to mitigate the impact on the EOR
project due to the removal of the propane.

Historically, LPG (propane) has commanded a higher price in Asiathan LNG. The price differential has
been increasing over the last ten years thus indicating a strengthening LPG market. Articles in trade
journals (example: “Trade recovery pushes world LPG demand past 200 million tonnes”, Oil & Gas
Journal, June 24, 2002) also indicate a strengthening LPG market Existing and recendy announced LNG
projects around the Pacific Rim include LPG sales to the Asian market.

The sale of LPG to Asia will add significant revenue to TAGS thereby supplementing LNG revenue and
enhancing project economics. The propane Will be extracted upstream of the liquefaction plant in Valdez
thereby minimizing the size of the capital-intensive liquefaction facilities.

Value added potions and Lean Gas Case

The option exists to extract ethane and/or butane along with the propane upstream of the liquefaction
facilities in Valdez. The ethane and butane can be used as feedstock to a petrochemical industry at
tidewater in South-central .Alaska. A petrochemical industry would provide new employment and a tax
base within .Alaska and as such represents a true “value added” use of Alaska's natural resources. Similar



to propane, extraction and sale of ethane and/or butane adds value to TAGS by supplementing LNG
revenues.

TAGS can accommodate either a raw gas from oil production facilities or a residue gas leaving tire
existing gas handling facilities at Prudnoe Bay. Use of araw gas may provide for an increase in near tenn
ail production by allowing oil wells that are currently shut-in to be put on-line. The gas from these wells
would simply be sent to TAGS for subsequent disposition via the gas project. YPC has included no credit
for this potential increase in oil production in the TAGS project economics.

Araw field gas contains hydrocarbon components that can be blended into the crude ail floing through
TAPS (the Trans-Alaska Pipeline System). Hydrocarbons extracted from natural gas and mixed into the
TAPS ol pipeline are referred to as blendable natural gas liquids or genetically as NGL. YPC has
assumed that ifa raw gas feed is used for TAGS the resulting NGL can be removed from the gas in
Valdez and blended into TAPS immediately upstream of the Valdez Marine Terminal. As noted above,
use of araw gas will result in incremental crude oil production at Prudhoe Bay. The relative amounts of
crude oil and NGL tendered to TAPS will be the same regardless of whether the NGL is blended into
TAPS on the North Slope or blended in Valdez. YPC has included revenue from the sale of the NGL in
the project economics since the investment for TAGS includes facilities to transport and separate the
NGL for delivery to TAPS in Valdez.

The TAGS Base Case configuration is based upon successful implementation ofall the value added
options. YPC is also considering a fall back scenario based upon the assumption that for some reason a
petrochemical industry is not viable in .Alaskaand a raw field gas cannot be used as feed to TAGS. The
benefits of increased crude oil production and the associated NGL will not be achieved without use of a
raw gas feed to TAGS. Tire fall back scenario is referred to as the Lean Gas Case since it is assumed that
residue gas leaving the processing facilities at Prudhoe Bay will be used as feed to TAGS. Some of the
ethane and propane, and most of tire butane and NGL, are removed from the gas in the processing
facilities thus the residue gas is “lean” with respect to the amount of these components remaining in the

0es.
Impact on oil production

Oil loss attributed to a major gas sale appears to be tied to the amount of gas removed from die reservoir

and the corresponding drop in reservoir pressure. One would expect relatively less adverse impact on ail
with a gas sale of 2.2 bscfd to TAGS since this is the smallest of the Alaskan gas projects currently being
proposed. The TAGS project would thus represent a gain in oil production compared to a reference case
of the PBU pipeline project through Canada.

A finite volume of hydrocarbons must be reinjected to recover a prescribed amount of ail targeted by the
Prudhoe Bay enhanced oil recovery project. A reduction in the volume of injectant would defer, not
preclude, recovery cf the oil target. A material balance around the conditioning plant proposed for TAGS
shows that use of the C02and butane byproducts can be used to keep the injectant volume approximately
60 percent whole on the rate. The adverse impact on the EOR project is expected to be negligible because
this project will be near or at the end of its life by the time of TAGS start-up, and the byproducts from the
gas conditioning plant can be used to mitigate the reduction of injectant volurre.

Availability of ererirv for use wirl ir. Alaska

Utility grade natural gas can be made available anywhere along the gas pipeline with the installation of
minimal equipment. The gas floing through the pipciine will be free of carbon dioxide and water



moisture. A utility grade natural gas can be obtained simply by dropping the pressure of the gas from
pipeline conditions with the advantageous use of heat exchangers, valves, separators and pumps.

LNG and LPG will be temporarily stored in Valdez. The opportunity exists for transport of these
products to tidewater communides throughout Alaska.

YPC is focusing its resources on development of the basic TAGS infrastructure since without this
infrastructure derivarive energy projects within .Alaska cannot occur. YPC does not underestimate the
potenrial corapiexiries involved with serving the diverse energy needs within Alaska. The successful
implementation of an Alaskan energy distribution system based on the TAGS project will likely depend
more on transportation issues rather than the price of the commodity itself. YPC does not see its role as
usurping the Sanction of local energy utilities or the marine transportation industry within Alaska.

YPC fully expects that TAGS will allow various energy projects to occur within Alaska and remains
willing towork with parties interested in developing these projects.

Summary

Through the configurations presented, Yukon Pacific Corporation has demonstrated that there are
significant benefits to be realized by developing a pipeline that utilizes the large, undeveloped ges
resource in Alaska’s North Slope. Yukon Pacific Corporation is ready to work with all parties interested,
and we welcome any constructive input or participation to advance the project.

Questions regarding this document should be sent to:

Ward Whitmore
Director of Project Development
Yukon Pacific Corporation
1400 West Benson Blvd., Suite 525
Anchorage, Alaska 99503
PhoneT907-265-3108
e-mail: wwhitmore@ypc.com
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ConocoPhillips
Alaska, Inc.

Wendy D. King

Director, External Strategies

P.Q Box 100360 - Sulce ATO 203A
Anchorage, Alaska 99310-0360
phone (907) 267026

Fax (907) 265-6833

May 6, 2003

Rep. Vic Kobing
State Capitol;
Juneau, Alaska. 99801

Re- ConocoPhillips Supports HB 267 (An A ctauthorising tht A laska Railroad Corporation to
providefinanangfor tht transportation ofnaturalgas mounts.)

Dear Representative Kohnng;

ConocoPhillips supports passage of HB 267, which authorizes the Alaska Railroad
Corporation to provide financing for a potential North Slope gas pipeline project.
Coct-coPhillips' three-pronged strategy to make a gas pipeline through Alaskaand Canada a
reality mydudes the following;

1 Federal legislation to streamline permitting;

2. Federal fiscal legislation—which provides insurance against the nsk of extreme price
volatility

3. State fiscal certainty and clarity —which will be progressing with the recendy passed HB
16, reauthorizing the Stranded Gas Development Act

|

J[FConocoPhiHps is successful ip securing these three items, wewill continue to move
forward on the project. Financing this potentially $20 billioa project will be a significant
pncjrjty for any company that pursues the Alaska gas ppeline project, and we support the
ptare providing as many tools as possible to choose fromwhen the rime comes. While itis
too early to selectspedfic financing vehicles, HB 267 will add a potentially valuable opnon.

mTharkyou for being supportive of efforts to comnagisialize Alaska North Slope Ges.
Regards,

Miuidu-k ™ 'w b
Wendy King

Director, External .Strategies
ANS Gas Development
ConocoPhillips Alaska

LI

P.2/2



NAME: | V¢
Co./Dcpl/Tillc:
Address:.

Do you wish to testify?

nave: V I UV’

Co./Dcpt./Title:
Address:

Do you wish to testify?

NAME:
Co./Dept./Title:
Address:

Do you wish to testify?

NAME:
Co./Dept./Title:
Address:

Do you wish to testify?

SEC-03
MB 267

SENATE FINANCE COMMITTEE

SIGN-IN
HB 267-AK RAILROAD BONDS FOR NAT.GAS TRANSPORT

Ka k
Yes No
aV K V oo
n g\
Yes
Yes No
Yes No

Subject/BmN| * A

Pltone:
Zip:__
.Respond To Questions

N\

Subject/Bill No: —oLSz
Phone.:.
Zip:__

.Respond To Questions

Subject/Bill No:

Zip:

.Respond To Questions

Subject/Bill No:

.Respond To Questions

05/19/03



Cra SUBJECT OF MEETING:
site: Offnets VLTS

OI\/II\/IITT%E: SFIN UPDATE #:

PLEASE SIGN

PLEASE PRINT:
DO YOU WANT
NAME ADDRESS (MAILING & ZIP)

Roger Marks

~Nill O '’Leary

Nnn

REPRESENTING

Dept, of Revenue

TO TESTIFY?
Y or N

Ans. ?’s

Ans. ?’s





